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\ ' OATH OR AFFIRMATION- |- o
| ) .

L Wll\\\am b Wm\?o"d . , Swear {(or aff'rm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting sch‘edules pertaining to the firm of

C0.0\\'Q\| Dy amics Wcoy pora\'cnl I i as

2

of _Dgumw 3\ . © ,20 o€, are truc and. correct | furthenswcar (or affirm} that

neither the company nor any partner, proprietor, principal officer or director has arlly proprigtary mtercst in any account

classified solely as that of a customer except as follows: . 3 ;
| 1

—
F =1

Q

/4214«% . cg),,,,

v f/ 1 Title

Not llgfbﬂlsﬁlTll\éLEF{NEH
: otary Public, State of New York
Notary Public ; _ No. 01LE4600346

Qualified in Westchester County
This report ** contains (check all applicable boxes): Commission Expires Nov 30, 20/7°

(a) Facing Plage 1
(b} Statement of Fmancnal Condition. |
{©) Statement of Income (Loss). 1 -
(d) Statement of Changes in Financial Condition. ) )
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprictors’ Capital. ; *
) Statemer{t of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computatlon of Net Capital. ' -
(h) Computatlon for Determination of Reserve Requirements Pursuant to Rule’ 15c3 3.
0 Informatmn Relating to the Possession or Control Requirements Under Rule 1503 3.
Gy A Reconcnllanon mcludmg appropriate explanation of the Computation ofNel Capital Under Rule 15¢3-1 and the
Computat:on for Determmatlon of the Reserve Requirements Under Exhibit A of Rule 15¢3- 3’

k) A Reconclllatlon betwéen the audited and unaudited Statements of Financial Condmon with respcct to methods of
consolldatlon !

d () An Qath or Afﬁrmatlon t

(m} A copy of the SIPC Supplemental Report. |

(n) Areport descrlbmg any material inadequacies found to exist or found 1o have cx'?sted since the date of the previous audit.
H " ; .

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PRICEWATERHOUSE(COPERS

i

Report of Independent Auditors

To the IBoard of Directors
and Stockholder of Capitat Dynamics Inc.

|
'

PricewaterhouseCoopers LLP
PrlcewaterhouseCOOpers Center
300 Madison Avenue

New York NY 10017

Te[ephone (646) 471 3000
Facsmlle (813) 286 6000

by
1
!
i

|
|
|

In our opinion, the accompanying statement of financial condition presents fairly, in a1l material
respects the financial position of Capital Dynamics Inc. (the "Company ) at December 31, 20086, in
conformrty with accounting principles generally accepted in the United States of Amenca This
ﬁnancral statement is the responsibility of the Company’s management. Cur responS|b|||ty is to
express an opinion on this financial statement based on our audit. We conducted our audit of this
statement in accordance with auditing standards generally accepted in the United States of America.
Those :.tandards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statement is free of material misstatement. An audit includes examlnlng, ona
test ba5|s evrdence suppoerting the amounts and disclosures in the ﬁnancral statement, assessing the
accountlng prlncrples used and significant estimates made by management and evaluatrng the overall
fi nancual statement presentation. We believe that our audit provides a reasonable bas'ls for our

opinion.

As described in Notes 5, 8 and 11, to the financial statement, the Company has entered into significant

related|party transactions with Capital Dynamics Holding and other affiliates.

(Em%ulmw (A

I
March %9, 2007
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Capital Dynamics Inc. | l
{A wholly owned subsidiary of Capital Dynamics Holding) . i
Statement of Financial Condition - I
December 31, 2006 , |
. : {

i

l

i

r 5
Assets ' f l
Cash L $ 1,302,792
Accounts receivable | Coe 625,000
Recewab!e from affiliates - i . 5,086
Furmture equupment software and leasehold 1mprovements (net of accumulated |
deprematlon and amomzatlon of $263,844) | 763,512
Other assets \ , ! 53,309
Total assets | $_ 2,749,699
Llablhtlt‘s and Stockholder s Equity ' .
Accounts payable | | "% 31454
Accrued|expenses . ] 487,803
Deferred rent | | 583,669
Subordmated mterest expense payable ) : ' . % 926,868
Subordinated borrowmgs ‘ P 4,600,000
Total Ilabtlltles | 6,629,794
Stockholder's equity s ! !
Comrqon stock ($1 par value, 1, 000 shares authorized, 1,000 shares issued l
and outstandlng) l | 1,000
Additional paid-in cap:tal { 1,999,000
Accumulated deficit 1 (5,880,095)
Total stockholder's equity | i __(3,880,005)
Total liabilities and stockholder's equity N $ 2,749,699
| —

| | o
i
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1
|
!
|
|
1

g
. f
The accompanying notes are an integral part of this statement of financial condition.




Capital Dynamics Inc. - i o
(A wholly owned subsidiary of Capital Dynamlcs Holding) ' v
Notes to Statement of Financial Condition - |
December 31, 2006 _ : '

| . ~ : :

1. Orgl;anization i ' | 5

Capital Dynamics Inc. (the “Company”), a Delaware Corporation, ts a wholly owned subsidiary of
Capital Dynamics Holding (the “Parent”), a limited liability company with its reglstered office in Zug,
watzerland The Company provides investment banking services focusing on the private equity
asset class, in addition to providing specialized private equity advisory services to institutional
cllents The Company is a broker-dealer registered with the Securities and Exchange Commission
(* SEC” ) and is a member of the National Association of Secuntles Dealers (* NASD")

2. Summary of Significant Accounting Policies ! il
N : ! |

.Use of Estimates :
The preparation of this financial statement in conformity with generally accepted accountlng
pnncrples requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities' at the date of the
financial statement. Actual results could differ from those estimates.

: !

Cash and Cash Equivalents
The Company considers overnight deposits, money market accounts and all |IQUld debt instruments
with original maturities of three months or less to be cash equivalents. II

Furmture, Equipment, Software and Leasehold Improvements '|
Furnlture ‘equipment, software and leasehold improvements are recorded at costl.net of
accumulated depreciation and amortization. Furniture, equnpment and software are depreciated on
a stralght-llne basis over the estimated useful life of three to seven years. Leasehold
|mprovements are amortized on a straight-line basis over the lesser of the terms of the underlying
lea se or the useful life of the improvements. ' 'I
] "
Income Taxes . ! |
The Company follows Statement of Financial Accounting Standards ("SFAS") No. .1 09, “Accounting
for |ncome Taxes”, which requires an asset and liability approach to financial reportlng for income
taxes Deferred, income tax assets and liabilities are computed for differences between the
fi nanmal statement ‘and tax bases of assets and liabilities that will result in taxable’or deductible
amounts in the future, based on enacted tax laws and rates appllcable to the penods in which the
dlfferences are expected to affect taxable income. Valuation allowances are establushed to reduce
the deferred tax assets when, based on the weight of available evidence, itis more likely than not
that some portion or ali of the deferred tax assets will not be reallzed ‘

Financial Instruments | i{

At December 31, 2006, as prescribed by SFAS 107, all of the Company S ﬁnancnai instruments are
carried at fair value or amounts approximating fair value except for the subordmated borrowings
and] subordinated interest expense payable. The fair values of the ‘subordinated borrowmgs and
subordinated interest expense payable is disclosed in Note 5. :
Adwsory Fees "l

The Company earns advisory fees from institutional clients for pl’OVldlng private eqmty investment
adwsory services. These fees are recognized in the period such service is provuded Accounts
recelvable of $625,000 on the statement of financial condition represent recewables relating to
such advisory fees.




Capital Dynamlcs Inc
(A wholly owned subsidiary of Capital Dynamics Holding)

Notes to Statement of Financial Condition ;
December 31, 2006 ] 3 i

Selvice Fees : f

The Company earns service fees from the Parent or its affiliates for investment advisory services
provrded to clients of the Parent or its affiliates. These fees are recognized in the perlod such
serlvmes are provided. Receivable from affiliates of $5,086 on the statement of fi nanmal condition
represent receivables relating to such service fees. ‘ |

, :
| r
Accrued Expenses : {
At December 31, 20086, accrued expenses included $400,000 reIatmg to compensatlon $76,525
relatmg to professional tax, accounting and audit services rendered to the Company, and $11,278
relatlng to pensions payable. ; I'
|

3. Regulatory Requirements
'I
The Company is a member of the NASD and is subject to the Securities and Exchange
Commlssmn s (“SEC") Uniform Net Capital Rule 15¢3-1 which requires the mamtenance of
mrmmum net capital, as defined equal to the greater of $100,000 or 6-2/3 percent. ‘of aggregate
mdebtedness as defined. At December 31, 2006, the Company had net capital of $199,866 which
wa., $99,866 in excess of its required net capital. The Company's,aggregate mdebtedness to net
caplltal ratio was 5.52:1. 3
I

The| Company is exempt from the Securities and Exchange Commission Rule 1503 3 under
paragraph (k)(2)(). 'i

] ! 'I

4. Furniture, Equipment, Software and Leasehold Improvements‘

Details of furmture equipment, saftware and leasehold |mprovements at December 31, 2006 are

as follows: ! )
i
Furniture, equipment and software 1 $ 390,366
Leasehold |mprovements ! 636,990
1,027,356
Less: Accumulated depreciation and amortization . ;( (263,844)
W $ 763,512
i

' j
5. Subordinated Borrowings and interest Expense Payable . t
I

The|Company has borrowed money from its Parent on a subordinated basis. The interest payable
on these borrowings is also subordinated. These liabilities have been approved by the NASD such
that|the Company may treat them as qualifying for net capital purposes under the SEC‘s Uniform
Net Capital Rule. .

In July 2004, the Company entered into a subordinated loan agreement for equity capltal where it
borrowed $3 miilion from the Parent at a fixed interest rate of 7.5% per annum. The loan initially
had a maturity on October 31, 2007. On December 31, 2005 the Company converted $900,000 of
subordlnated debt to equity. On October 30, 2006 the NASD approved an extens:on of the loan
maturity from October 31, 2007 to October 31, 2009. J .,




Capital Dynamrcs Inc | |
(A wholly owned subsidiary of Capital Dynamics Holding) !
Notes to Statement of Financial Condition :
December 31, 2006 _ |

1
l
|
l
|

In February 2005 the Company entered into a subordinated loan agreement with the Parent for an
add|t|onal $1.5 miflion. This subordinated loan also carries a fixed interest rate of 7.5% per annum
and will mature’ on June 30, 2008. ]' 1[

In March 2006, the Company entered into a subordinated loan agreement with the Parent for an
addltlonal $1 million. The new subordinated loan also carries a ﬁxed interest rate of 7.5% per
annum and will mature on June 30, 2009. 1 Il

The followmg are the subordinated borrowings outstandings at December 31, 2006
!

'
!

Maturity Date } Amount l Interest Rate
: ! I

October 31, 2009 $ 2,100,000 ! 75 %

Julne 30, 2008 . g 1,500,000 !t 7.5 %

June 30, 2009 | 1,000,000 7.5 %

]
Accrued interest on the subordinated loans will be paid upon matunty At December 31, 2006,
accrued interest of $926,868 in the statement of financial condition represents intérest payable of
$66 593 as of December 31, 2003, $200,588 as of December 31, 2004 and $330‘312 as of
Derember 31, 2005, and $329 375 as of December 31, 2006. : -1
The. estimated fair values of the subordinated borrowings and subordlnated mtereet expense
payabie at December 31, 2008, are as follows:

i fg
i
Carrying i Estimated
. Amount r|l Fair Value i
!
Subordinated borrowmgs $ 4600000 | & 4,551,941
Subordinated interest expense payable ' 926,868 ! 917,783
o I

The estimated fair value of the subordinated borrowings and subordinated interest expense
payable are based on market rates offered to the Company for debt with substantially the same
characteristics and maturities. i |

! 'l
6. Commitments and Contingencies : ,

On May 16, 2006 the Company entered into a new operating Iease for office space in New York
that exprres in 2017 and contains a provision for rent escalation. ;
On February 14, 2006, the Company entered into a new operating!lease for office space in San
Francisco that expu’es on September 30, 2007. 3




{A wholly owned subsidiary of Capital Dynamics Holding)

]
|
Capita! Dynamics Inc. / |
J
|

Notes tp Statement of Financial Condition ; |

December 31, 2006

10.

! |
) ' l
Further mln:mum lease payments from the above leases (excluswe of other charges as defined.in
the lease) are as follows: 0 -

2007 o ' !t $ 502307

2008 - i 673,792

2009 11 573,792

2010 - b 573,792

2011 | 573,792

Thereafter | 3,098,032
| s 5895507
I

Thc'z Company received a five month lease abatement of $231,156 from the Landlord aswellasa
contribution of $366,960 to be used for leasehold improvements. . i
!

Income Taxes , ' ,|

The Company files tax returns on a standalone basis for U.S. tax purposes, and also files
standalone tax returns in California, New York State and New York City.

The Company has a deferred tax asset primarily related to net operatlng loss carryforwards as well
as accrued subordinated interest expense. All deferred tax assets are subject to a full valuation
allowance as management believes that it is more likely than not that the future benef ts of these -
deferred tax assets will not be realized. - l

3

Fromits hlstoncal operations, the Company has a net operating toss carryforward of approximately
34, 890 000 for Federal, New York State, and New York City purposes. These net operaling loss
carryfontvards will begin to expire starting in the tax year ending Décember 31, 2021

I
Related-Party Transactions ' '

!

The Company has recorded $5,086 in receivables from affiliates for support servrcles for pnvate
equnty portfolio investments (including due diligence of funds and investment analysus) provided
durlng 2006 to Capital Dynamics group companies, as re:mbursement of expenses incurred for
assets and personnel utilized. Based upon an intercompany agreement these serwces are
charged on a cost plus 5% basis. ;
I

A letter of credit has been provided by the Parent on behalf of the Company, in thel amount of
$575,000 as a security deposit under the sublease agreement.

Benefits |l
; l

The|Company has a 401(k) ptan and a qualified profit-sharing plan. whrch covers substantlally all of

its full-time employees. The plans include employee contributions and matching contnbutlons by

the Company subject to certain limitations.

Capital Contributions | ii

On December 20, 2006, the Company received a capital contribution from its Parent of $1,000,000.

1
b




Capltal Dynamlcs Inc. _

{A wholly owned subsidiary of Capital Dynamics Holdlng)
Notes to Statement of Financial Condition
December 31, 2006

1.

12.

13.

14.

15.

3
: . t
; |
Operating Loss i :

To date the Company has generated operating losses as it seeks to establish and  build its North
Amencan business operation. During 2005, the Company successfully obtained a contract with a
Iarge us domtcrted private equity client that has significantly added to the Company S revenues.
The Company has been provided with a letter of support from Capltal Dynamics Holdmgs and its
afﬁllates {" Group ) whereby the Company will receive financial support as necessary to meet day to
day working capltal and regulatory requirements, for a period of one year and six months
coramencing on'February 7, 2007. i

Concentrationsi of Credit Risk

All of the Company s cash is on deposit at a single financial lnstltutlon and its accounts receivables
are from an institutional client. in the event these counterparties do not fulfill thelqobllgatlons the
Company may be exposed to credit risk. The risk of default depends on the credltworthmess of
these counterparttes The Company does not believe that it will i micur any Ioss in relatlon to these
assets.

| .

Other Assets | [

Other assets of $53 309 include a security deposit of $4,098 and prepald rent of $47,816.

i
Subsequent Events ' ; |

H !
On January 29, 2007 the Company entered into a subordinated’ Ioan agreement \.:vith the Parent for
an additional $1 million. _ t ;

| , ! S
New Accounting Pronouncements

In June 20086, the Financial Accounting Standards Board (FASB) issued lnterpretatlon No. 48, ~
“Accountlng for Uncertainty in Income Taxes - an Interpretation of FASB Statement No. 109" ("FIN
8“) FIN 48 establishes a minimum threshold for financial statement recognition of uncertain tax

posntlons taken i in filing tax returns and requires certain expanded tax disclosures. H FIN 48 is
effective for fi scal years beginning after December 15, 20086. Management is currently evaluating
thellmpact of FIN 48 on the Statement of Financial Condition. Management doeslnot believe that
FIN 48 will have'a material impact on this financial statement. ;
!
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Report of Independent Auditors on
Internal Control Reqmred by SEC Rule 17a-5

To the Board of Dlrectors
and Stockholder of Capltal Dynamics Inc.

In planmng and performmg our audit of the financial statements of Capltal Dynamics. Inc. (the ~
"Company ) as of and for the year ended December 31, 2008, in accordance with audltmg standards
generalty accepted in the United States of America, we considered the Company's tnternat control over
fi nanual reporting; (mternal control) as a basis for designing our audltlng procedures for the purpose of
expressmg our oplmon on the financial statements, but not for the purpose of expressmg an opinion the
effectlveness of the Companys internal control. Accordingly, we do not express an oplnlon on the
effectlveness of the Company s internal control. i f g

Also, as required by Rule 17a-5(g)}(1) of the Securities and Exchange Commrss:on (the SEC ) we
“have made a study of the practices and procedures followed by the Company, mcludlng consideration
of control activities for safeguarding securities. This study included tests of compllance with such
practlces and procedures that we considered relevant to the objectives stated in Rule|17a- -5(g), in
maklng the followmg .

1. The penodlc computatrons of aggregate indebtedness and net capital under Rule 17a-3(a) (11); and

2. Determlnlng compllance with-the exemptive provisions of Rule 15c3 3.

Because the Company does not’ carry securities accounts for customers or perform custodta! functions -
relatlng to customer'securltles we did not review the practices and procedures followed by the
Company in any of the following:
1. Maklng the quarterty securities examinations, counts, verifi cations and comparisons, and the
recordatlon of differences required by Rule 17a-13; and ‘

2. Complylng with the requirements for prompt payment for securities under Section 8 of Federal

Reserve Regulatlon T of the Board of Governors of the Federal Reserve System
I

The mcanagement of the Company is responsmle for estabhshlng and maintaining internal control and
the practlces and procedures referred to in the preceding paragraph. In fulfilling this responsnbllity
esttmates and’ judgments by management are required to assess the expected benefits and related
costs of controls and of the practices and procedures referred to in the preceding paragraph and to
assess'whether those practices and procedures can be expected to achleve the SECs above-
mentroned objectives. Two of the objectives of internal contro! and the practices and procedures are to
provrde management with reasonable, but not absolute, assurance that assets for whrch the Company

" - has responSIblllty are safeguarded against loss from unauthorized use or disposition, and that

transact1ons are executed in accordance with management’s authonzatlon and recorded properly-to
permit the preparat!on of financial statements in conformity with generally accepted accounttng

o
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principles. Rule 17a-5(g) lists additional objectives of the practices and procedures tis],
preceding paragraph.

ted in the

Because of inherent limitations in internal control or the practaces and Iprocedures referred to above,
errors or fraud may occur and not be detected. Also, projection of any evaluation of lnternal control to
future penods is subject to the risk that controls may become madequate because of changes in
conditions or that the effectiveness of their de5|gn and operation may detenorate '
!
A contrmr deﬁcrency exists when the design or operation of a control does not allow mlanagement or
employees in the’ normal course of performing their assngned functlons to prevent or detect
mrsstatements ona tlmely basis. A significant deficiency is a control deﬁclency or combmatlon of
control deﬁmenc:es ithat adversely affects the entrty s ability to initiate 1author|ze record process, or
report fmancuat data’reliably in accordance with generally accepted accounting prmcnples such that
there i |s more than a remote likelihood that a misstatement of the entity's financial statements that is
more than mconsequentlal will not be prevented or detected by the entlty s internal control.

A material weakness isa s:gmf icant deficiency, or combination of sngmf icant defi crencnes that results in
more than a remote likelihood that a material misstatement of the fi nancral statements;will not be
prevented or detected by the entity's internal control. | t|
t

Our consrderatton of mternal control was for the limited purpose descnbed in the first, second, and third

aragraphs and would not necessarily identify all deficiencies in mternal control that m:ght be material
weaknesses We drd not identify any deficiencies in internal control and control actlvrtles for
safeguardlng secuntles that we consider to be material weaknesses, as defined above

We understand that practlces and procedures that accompllsh the objectwes referred to in the second
paragra ph of this report are considered by the SEC to be adequate for,its purposes in’ accordance with -
the Securltles Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accompllsh such objectives in all material respects indicate a material madequacy;for such
purposes Based on this understanding and on our study, we believe that the Company s practices
and procedures were adequate at December 31, 2006 to meet the SEC’s objectives. i

l
This report is intendeéd solely for the information and use of the Board of Directors, management the
SEC, the National Association of Securities Dealers, Inc. and other regulatory agencres that rely on
Rule 17a- -5(g) under the Securities Exchange Act of 1834 in their regulation of reglstered brokers and
dealers! and is not intended to be and should not be used by anyone other than these, specut" ied parties.

:\7 Ce—wa-\ﬂ\«-oos L(neyus Alao

. |
March 49 2007
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